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Message to Stockholders

Our recently completed 2001 fiscal year was marked by a number of achievements, and record
performance. Record deposit growth, record earnings performance, new highs in asset quality,
expansion of our branch network and record levels of total resources are but a few of the milestones
achieved by our company this past year. These accomplishments are further magnified when viewed in
light of declining interest rates, a weakening economy and uncertain markets.

Financial results in 2001 resulted in another record year. Net income of $19.1 million represented a

$2 million or 12% increase over our 2000 results. Current year earnings improved on the strength of an

8.25% increase in net interest income and a 62.3% increase in non-interest revenues, including a
John Mendez,

$4.9 million increase in mortgage origination revenues. President & CEO

Adjusted for a 10% stock dividend to be distributed on March 28, 2002, to shareholders of record
March 1, 2002, basic and diluted earnings per share increased to $1.92, up from $1.78 in 2000, an
increase of 7.9%.

Return on assets was 1.49% in 2001, compared with 1.51% for 2000. Return on equity for 2001 was
14.8% versus 15.7% in 2000. Investor returns remained strong in 2001 with the 12% increase in net
income; however, large increases in capital, derived from retained earnings, business combinations and
comprehensive income on improving market values on available for sale securities resulted in a slight Basic and Diluted Earnings per share
decline in return on equity. 10

Deposit growth in 2001 was its strongest in years, with a 19.8% increase in total customer deposits.
This growth to $1.1 billion in deposits is attributable, in part, to the branch acquisitions in the fourth
quarter, but also reflects significant growth in existing markets as the company restructured its product
set for improved marketability and initiated marketing campaigns designed to bolster the Company’s
image and reach a broader base of retail customers. Combined with growth in equity and other
financing sources, total assets grew by more than 21% for the year. Combined with the previous year’s
double-digit growth rate, total assets reached $1.5 billion at year-end 2001.

During 2001 First Community Bancshares, Inc. was able to achieve these record operating results
while, at the same time, investing heavily for the future. Capital spending for facilities, technologies and
equipment and for programs benefiting future periods totaled more than $3 million as the company
continued its investment in technology, new branches, information systems, marketing programs and
human resources. Technology investments were in the form of digital communications equipment and

a company-wide frame relay network to speed communications and information transfer. Technology

investment also included the acquisition and development of Resource—FCB Online Banking® for

delivery of banking services via the Internet. Investment in new branches includes our new Athens, West




. Total assets Virginia, branch which will serve additional portions of Mercer County and the acquisition of land for the
|:| . upcoming development of new branches in Bluefield and Emporia, Virginia, and in Princeton, West
Earning assets

Virginia. Investment in marketing programs includes the development of the company’s new tagline,

(Amounts in millions)

“Your First Financial Resource,” and its promotion through an extensive advertising campaign focusing
on the employees and customers of First Community Bank. In 2001, we began a program of branch
development designed to improve the service level and increase access within our markets. In addition
1200 to our new Athens, West Virginia branch, we have acquired land for the construction of our new
branches in Bluefield, Virginia and Princeton, West Virginia. We also acquired land in Emporia, Virginia
where we will construct a new main office location to upgrade our existing branch network in Greensville
70 County. As we continue development in these areas, we are also exploring opportunities in Virginia,
West Virginia and North Carolina. Our goal is to continue to be close to our customer, building on
600 existing relationships and increasing market penetration.

In 2001, we expanded the company by adding three new divisions. The acquisition of branches from
BB&T and F&M resulted in the formation of our Southside, Virginia, and Alleghany County banking
300 divisions and the start-up of wholesale mortgage operations in Richmond, Virginia, greatly expanded our
reach and volume in the mortgage banking line of business. The combined work of our retail and

wholesale mortgage divisions resulted in total mortgage origination volume of over $500 million. The

mortgage operations proved very important to our company during 2001 as it contributed $1.3 million in

97 98 99 00 o1

net earnings for the year. Expectations for the two new banking divisions in Virginia are high as we believe
these areas will be significant contributors for the upcoming year.

Results in our new Raleigh County market were quite good in 2001. The new branches exceeded
financial objectives set for its first year of operation. Pretax earnings for Raleigh County operations were
just over $1.3 million and total resources in this market grew from $56.2 million at acquisition to
$70 million at year-end 2001, an increase of 24.5%.

Improvement in asset quality was an important part of our financial success in 2001. Attention to this
critical element of our business resulted in maintenance of total delinquencies at 1.6% and a reduction
in non-accrual loans to .40%. Total non-performing loans were .55% at year-end and were further
reduced to another all-time low of .42% following the resolution of a $1.1 million ninety-day
delinquency in January 2002. Improvement in asset quality through year-end brought our coverage ratio
(loan loss reserves divided by non-performing loans) to 280%, up from 186% at year-end 2000. While
the company has shown great improvement in asset quality in 2001, our efforts in this area will

not diminish.
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The market for First Community Bancshares, Inc. stockimproved greatly this year with our NASDAQ®
listing and the institution of our investor relations program in late 2000. At December 31, 2001, our stock
closed at $29.47, ($26.79 adjusted for the 10% stock dividend), up from $17.75, ($16.14 adjusted for the
stock dividend), per share at year-end 2000. This represents a 66% increase in market value for the year
and a multiple of 15.4 times our last twelve months’ earnings, very much in line with other comparably
sized financial institutions. The company is now regularly followed by two regional brokerage firms and
is listed in a number of quarterly financial institution reviews. This increased visibility and the NASDAQ®
listing makes investing in our stock more convenient and attracts a wider base of investment. With the
increase in our market capitalization to over $260 million at mid-year, our company was added to the
Russell 3000 index and this too has significantly increased interest in our company and has enhanced
trading volume and liquidity for our stock.

As we write this report, we are finalizing testing of our new Internet-based banking
product known as Resource—FCB Online Banking®. With this Internet product accessed through

www.fcbresource.com we have added another convenient point of access for our retail and business

customers. We are quite excited about this new delivery channel and its 24-hour a day availability.
Combined with our recent product alignment, new product development and consolidation of
databases, customers throughout our banking network will have immediate access to current financial
information and their accounts as well as bill payment services and discount brokerage. We would like
to take this opportunity to thank the hundreds of employees throughout our organization who continue
to produce record results year after year. We are extremely fortunate to have such a dedicated and
capable team of professional bankers, managers, technicians and support personnel. Without them it
would be impossible to achieve such consistently high results.

We also thank you for your support as a customer and investor and we pledge our continued
commitment to quality service and strategies to make First Community Bank and First Community
Bancshares, Inc. a leader in financial services as well as a valued investment. Our annual meeting of
Stockholders is scheduled for April 16, 2002, at Fincastle Country Club in Bluefield, Virginia, at 3:00 p.m.

We look forward to reporting to you on these and other activities of the Company.

Sincerely,

7

John M. Mendez, President & Chief Executive Officer
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Management’s
Discussion and
Analysis of Financial
Condition and
Results of
Operations

.
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Introduction

This discussion should be read in conjunction
with the consolidated financial statements, notes
and tables included throughout this report and
the First Community Bancshares, Inc. (the
“Company” or “First Community”) Annual Report
on Form 10-K. All statements other than
statements of historical fact included in this
Annual Report, including statements in the
Letter to Shareholders and in Management’s
Discussion and Analysis of Financial Conditions
and Results of Operations are, or may be deemed
to be, forward-looking statements within the
meaning of Section 27A of the Securities Act of
1933 and Section 21E of the Exchange Act of 1934.
Generally, the words “believe,” “expect,”
“intend,” “estimate,” “anticipate,” “project,”
“will” and similar expressions identify forward-
looking statements, which generally are not

historical in nature. All statements that address

operating performance, events or developments
that we expect or anticipate will occur in the
future—including statements relating to growth,
share of revenues and earnings per share growth
and statements expressing general optimism
about future operating results—are forward-
looking statements. Forward-looking statements
are subject to certain risks and uncertainties that
could cause actual results to differ materially from
our Company’s historical experience and our
present expectations or projections. As and when
made, management believes that these forward-
looking statements are reasonable. However,
caution should be taken not to place undue
reliance on any such forward-looking statements
since such statements speak only as to conditions
of the date when made.

Many factors could cause the Company’s
results to differ

actual materially from

the results contemplated by the forward-

looking statements. Some factors, which could
negatively affect the results, include: (1) general
economic conditions, either nationally or within
the Company’s markets, could be less favorable
than expected, (2) changes in market interest
rates could affect interest margins and
profitability, (3) competitive pressures could be
greater than anticipated, (4) legal or accounting
changes could affect the Company’s results,
(5) acquisition cost savings may not be realized or
the anticipated income may not be achieved, and
(6) adverse changes could occur in the securities
and investments markets. The foregoing list of
important factors is not all inclusive.
Forward-looking statements made herein
reflect management’s expectations as of the date
such statements are made. Such information is
provided to assist stockholders and potential
investors in understanding current and

anticipated financial operations of the Company

Throughout this text, we have featured some of the internal projects that were initiated
by First Community Bank to ensure continued customer satisfaction and to build
on-our promising future. First Community Bank’s 2001 fiscal year was marked

by a number of achievements and record-breaking performance.



and is included pursuant to the safe harbor
provisions of the Private Securities Litigation
Reform Act of 1995. The Company undertakes no
obligation to publicly update or revise any
forward-looking statements, whether as a result
of new information, future events or otherwise.

First Community is a multi-state holding
company headquartered in Bluefield, Virginia.
With total resources of $1.48 billion at December
31, 2001, First Community through its banking
subsidiary First Community Bank, N. A. (“FCBNA”
or “Bank”), provides financial, mortgage
brokerage and origination and trust services to
individuals and commercial customers through
38 full-service banking locations in West Virginia,
Virginia and North Carolina as well as eleven
mortgage brokerage facilities operated by United
First Mortgage, Inc. (“UFM”). UFM is a wholly-
owned subsidiary of FCBNA.

Stock Dividend

On February 19, 2002, the Company declared
a10% stock dividend payable on March 28,2002,
to stockholders of record March 1, 2002. All
share and per share amounts, with the exception
of market pricing of the Company’s stock, within
this Management’s Discussion and Analysis
have been retroactively adjusted to give effect

to the stock dividend payable.

Recent Acquisitions

On December 7, 2001, the Company
completed the acquisition of four branch facilities
of Branch Banking and Trust Company of Virginia
(BB&T) and F&M Bank-Southern Virginia
(F&M) located in Clifton Forge, Emporia and
Drakes Branch, Virginia. The completion of this
transaction resulted in the addition of $77 million
in cash and securities, an additional $114 million
in deposits and added $31 million to the

loan portfolio.

Corporate Center

This strategic location-hasresulted in-more effective
communication-and betterexecution:ef our strategies;

which provides functional consistency
for our entire company.

Summary Financial Results

Net income for 2001 was $19.1 million, up
$2.0 million from $17.1 million in 2000 and up
$2.2 million from 1999 net income of $16.9
million. Adjusted for a 10% stock dividend in
2002, basic and diluted earnings per share also
increased to a record level of $1.92 per share, up
from $1.78 and $1.75 in 2000 and 1999,
respectively. This represents an increase of 7.9%
compared to 2000. Cash earnings per share for
2001 were $2.05, up from $1.96 in 2000 and
$1.93 in 1999. Cash earnings per share represent
earnings per share (EPS) adjusted for non-cash
charges such as amortization of goodwill and
other intangibles.

Theincrease in netincome between 2000 and
2001 of $2.0 million or 12.1% was driven by a $7.8
million increase in non-interest income and a
$3.8 million increase in net interest income. The

improvement in net interest income was the

20

15

10

Net income
(Amount in millions)

Moving our Corporate Center to our new

11
facility-in Bluefield,- VA, has helped create

a stronger-central-organization-which

better supports-our bank-branches. »

—John Mendez, President & CEO



n FCB Annual Report 2001

result of continued strong loan demand as
indicated by the 7.4% increase in loans
outstanding, excluding loans acquired from the
BB&T and F&M branches in December 2001. In
addition, increased mortgage banking activity
stemming from the lower interest rate
environment during 2001, caused loans held for
sale at December 31, 2001, to increase by 466.4%
from December 31, 2000. As a result of these
increases, interest and fees on loans outpaced
those of the preceding year, increasing $7.1
million from $68.4 million in 2000 to $75.5 million
in 2001. Total loans outstanding, net of
unearned income, including loans held for sale,
reached a record level of $970.0 million at
December 31, 2001.

The Company’s cost of funds experienced a
$3.0 million dollar increase over 2000 as the level
of deposits and borrowings also increased.

Interest expense was managed through the use

of a combination of retail deposits, Federal Home
Loan Bank borrowings, and active product pricing
and marketing strategies. Consistent with the rate
environment, the rate paid on interest-bearing
liabilities declined by 22 basis points to 4.21%
while the yield on earning assets declined 58
basis points to 8.13%, resulting in a net yield of
4.55% for the year compared to 4.86% in 2000.
The current year operating costs include
depreciation and certain expenses which reflect a
substantial investment in the future of the
Company as over $3 million was invested in
technology upgrades, image campaigns and
marketing programs. Operating expense for 2001
increased by $7.0 million from $31.0 million
reported for 2000 to $38.0 million in 2001. The
cost increases included the increased operating
costs at UFM related to the substantial increase in
the volume of loans originated and sold, the full-

year impact of Citizens Southern Bank, Inc.

EDP Steering Committee

EDP Steering-has-been a-driving-foree for technelogicalimprovements-and-enhancements: It-ereatesa timely‘and-efficient .

acquired in the fourth quarter of 2000, additional
banking facilities including the new Athens, West
Virginia, branch and the four branches acquired
from BB&T and F&M.

The increase in net income between 1999 and
2000 was driven by a $2.3 million or 53%
increase in net interest income and a $1.8 million
increase in noninterest income. Additionally,
when excluding the impact of a $1.8 million pre-
tax non-recurring gain recognized in 1999, net
earnings on an operational basis were up by 9%
or approximately $1.4 million in 2000 over 1999.
The improvement in net-interest income was the
result of strong loan volume and controlled
interest cost. Interest and fees on loans increased
from $58.0 million in 1999 to $68.4 million in
2000, a $10.4 million, or 17.9% increase.
Alternatively, the cost of funds increased $7.1
million over 1999. Consistent with the rate

environment experienced during 1999, the rate

implementation-of well-developed-strategic-plans;-while-guaranteeing-that-customerimpact guides-att-change:

Pictured from left to right: William Bane, E. Stephen Lilly, Gary Mills.




paid on interest-bearing liabilities increased 43
basis points to 4.43% while the yield on earning
assets increased 27 basis points to 8.71%, leaving
a net yield of 4.86% for 2000 compared to
5.03% in 1999.

The Company’s key profitability ratios of
Return on Average Assets (ROA) and Return on
Average Equity (ROE) continue to reflect the
strong earnings performance of the Company and
substantially exceeded the average of the
Company’s national peers at 1.08% and
12.97%, respectively. ROA, which measures the

Company’s stewardship of assets, was at 1.49%,

compared to 1.51% in 2000 and 1.62% in 1999.
ROE for the Company remained strong in 2001
at 14.80%, compared to 15.70% in 2000 Return on average equity
and 16.23% in 1999. The declining trend in 20
ROE reflects the substantial growth in capital
as a result of earnings, the Citizens Southern
acquisition, and a $6.3 million addition to
average accumulated other comprehensive
income on the Company’s Available for
Sale (AFS) securities portfolio. The improved
mark-to-market on AFS securities is the principal
reason for the 9o basis point decline in ROE

between 2000 and 2001.

ltems Processing Center

First Community’s state-of-thetart image-capture processing center has significantly reduced
the-banlk’s-overhead:-Ouritems-Processing-Centernot-only-provides-increased-capacity;-but-atso
provides the flexibility that allows customization of the product offering.

Pictured from left to right: Peggy Clark, Charles Asbury, Garry Stutts, Mike Baker.

Return on average assets
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Five-Year Selected Financial Data
(Amounts in Thousands, Except Percent and Per Share Data)

2001 2000 1999 1998 1997
Balance Sheet Summary (at end of period):
Loans, net of unearned income S 904,496 S 811,256 $ 704,096 $ 611,493 $ 671,817
Loans held for sale 65,532 11,570 N/A N/A N/A
Allowance for loan losses 13,952 12,303 11,900 11,404 11,406
Securities 395,891 283,298 290,873 277,210 270,969
Total assets 1,478,235 1,218,017 1,088,162 1,053,988 1,042,304
Deposits 1,078,260 899,903 833,258 875,996 853,507
Other indebtedness 145,320 138,015 10,218 18,176 24,330
Stockholders’ equity 133,041 120,682 103,488 101,719 97,842
Summary of Earnings:
Total interest income 92,829 85,958 76,492 81,213 75,834
Total interest expense 42,409 39,379 32,250 38,128 32,890
Provision for loan losses 5,134 3,986 2,893 6,250 4,963
Non-interest income 20,275 12,492 10,732 11,182 8,661
Non-interest expense 38,025 30,968 27,457 28,752 24,672
Income tax expense 8,402 7,054 7,722 6,164 6,876
Net income 19,134 17,063 16,852 13,101 15,094
Per Share Data:
Basic and diluted earnings per common share 1.92 1.78 1.75 1.35 1.55
Cash earnings per share (1) 2.05 1.96 1.93 1.54 1.68
Cash dividends 0.89 0.86 0.80 0.76 0.75
Book value at year-end 13.39 12.14 10.78 10.55 10.07
Selected Ratios:
Return on average assets % 1.49 % 151 % 1.62 % 1.24 % 1.59
Return on average equity 14.80 15.70 16.23 13.02 16.05
Dividend payout 46.23 48.72 45.83 56.38 48.54
Average equity to average assets 10.05 9.64 9.96 9.50 9.90
Risk based capital to risk adjusted assets 12.10 12.93 13.22 13.25 11.96
Leverage ratio 7.93 8.37 8.25 7.37 6.96

(1) Cash earnings per share represent earnings per share adjusted for non-cash charges for amortization of goodwill and other intangibles.

Trust and Financial Services

Our Trust-and Financial Serviees-Division-has remained-up-to-date with-medern technelogies-and-increased productivity-by 'combi.ning

electronic-forms-capability-with-werkflow-control in-our-trust-accountingisystem.-Customers-can-be-assured-of-daily-aceount-evatuations
and access toltheir.account information at any time through the Internet.

Pictured from left to right: Diana Coulthard, Joe Keatley.
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Common Stock and Dividends

The Company’s common stock has
historically traded in the over-the-counter
market; however, on March 1, 2001, the Company
began trading on the NASDAQ® Small-Cap Market
under the symbol FCBC. On December 31, 2001,
First Community’s year-end common stock price
was $29.47, a 66% increase over the $17.75
closing price on December 31, 2000.

Book value per common share was $13.39 at
December 31, 2001, compared with $12.14 at
December 31, 2000, and $10.78 at the close
of 1999. The year-end market price for First
Community common stock of $29.47 represents
220% of the Company’s book value as of the
close of the year and reflects total market
capitalization of $292.8 million. Utilizing the year-

end market price and 2001 basic earnings per

share, First Community common stock closed the

Stock Performance Bid Book Value Cash Dividends
High Low PerShare  Per Share

2001
First Quarter 18.88 S 1713 S 412.64 0.21
Second Quarter 30.00 17.85 12.85 0.21
Third Quarter 33.80 29.75 13.33 0.21
Fourth Quarter 31.60 23.75 13.39 0.26

$ o0.89
2000
First Quarter $ 21.00 $ 1725 $ 1093 $ o.20
Second Quarter 18.88 15.00 11.14 0.21
Third Quarter 16.13 15.00 11.54 0.21
Fourth Quarter 17.00 14.00 12.14 0.24

$ 0.86

year trading at a price/earnings multiple of 15.4
times basic earnings per share.

Dividends for 2001 totaled $.89 per share, up
$.03 or 3.49% from the $.86 paid in 2000. The
2001 dividends resulted in a cash yield on the
year-end market value of 3.02%. Total dividends
paid for the current and prior year, totaled $8.9

and $8.3 million, respectively.

Net Interest Margin

Net interest margin measures net interest
income as a percentage of average earning
assets. In 2001, the net interest margin was
4.55% for the year, below the 4.86% and 5.03%
levels attained in 2000 and 1999, respectively.
The current year’s decrease was due in large part

to the general decline in the interest rate

Product Alignment

FEB’s-product-alignment-project-followed the creation of a.customized product set desiéned to'meet all customers’ needs.
This-project enhanced-the-development-of company-wide-marketing-campaigns.— d

Pictured from left to right: Trish Malcomb, Doug Kennedy, Beverley Neal, Donna Clay.




environment during 2001 and associated

reductions in loan and investment yields. Average
Net interest margin (%) loans, which include loans held for sale,
r increased $95.3 million in volume and resulted in
an additional $7.1 million in interest and fees on
loans despite the previously referenced decline in
asset yield. The increase in average loan and
security volume was partially offset by a reduction
in yield on the underlying assets and, as a result,
total interest income increased $6.9 million.
Volume increases also led to increases in interest
on total deposits of $1.2 million and interest
expense on short-term borrowings of $1.9 million.
Short-term  borrowings, including retail
repurchase agreements with existing bank
customers and FHLB advances, increased $66.9
million, however, with a corresponding 22
basis point decline in the cost of these sources.

In 2001, significant increases in the loan portfolio

were funded with a combination of increased

deposits and short-term borrowings. The FHLB
provides a moderately priced funding source
and is a significant component of the Company’s

funding and liquidity plans.

Net Interest Income

The primary source of the Company’s
earnings is net interest income, the difference
between income on earning assets and the cost
of funds supporting those assets. Significant
categories of earning assets are loans and
securities while deposits and short-term
borrowings represent the major portion of
interest-bearing liabilities.

On a tax equivalent basis, net interest income
increased $4.1 million, or 8.3% in 2001 compared
to $2.2 million, or 4.6% in 2000 and $1.3 million,
or 2.7% in 1999. The increase in 2001 was the net
result of a $6.4 million increase due to the volume
of interest-earning assets and interest-bearing

liabilities and a $2.3 million decrease

due to changes in rates on these assets and
liabilities. The increase in net interest income in
2001 was primarily due to a $161.1 million or
15.7% increase in average earning assets over
2000. Also 2000 net interest income was boosted
by a similar $78.1 million or 8.25% increase in
average earning assets experienced over the
previous corresponding level in 1999. The current
year increase in average earning assets was the
result of a $136.8 million increase in average total
loans, an $8.5 million increase in average
investment securities and a $16.1 million increase
in other interest-bearing assets. The 2000
increase in average earning assets of $78.1
million was primarily the result of a $110.2 million
increase in average loans with an offsetting $19.8
million decrease in average investment securities
and a $12.3 million decrease in average interest-

bearing balances with banks and fed funds sold.

The net yield on earning assets was 8.13% in

)y e

Database Merger

FEB’s-database merger verification-team-played-an-impertant rele in the merging-of our
customers>account records‘and-information=This-project-enhanced-efficiency white
providing-seamless-customer service,

Pictured from left to right: Brenda Rose, Pam Hinkle (seated), Amy Hall, Esther Fulford.
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2001, compared to 8.71% in 2000, while the cost
of funds was 4.21% in 2001, compared to
4.43% in 2000.

Average interest-bearing liabilities increased
$118.9 million in 2001, which is largely
attributable to increases in deposits of $79.4
million. Reflected in the increase in average
interest-bearing liabilities was a $76.4 million
increase in interest-bearing deposits and a
$42.5 million increase in short-term borrowings
and other indebtedness. Additionally, therewas a
$17.6 million increase in average non-interest
bearing demand deposits compared to the
prior year.

The acquisition of Citizens Southern Bank in
late 2000 accounted for approximately $43
million of the 2001 average interest-bearing
deposit gain but was supplemented by double-
digit internal growth in deposits within existing

markets in West Virginia. Stronger internal growth

is attributable to the Company’s restructured
deposit set, new products and enhanced
marketing campaigns. The branch acquisitions in
late 2001 contributed approximately $2.1 million

in average earning assets for the current year.

Provision for Loan Losses

The provision for loan losses was $5.1 million
in 2001, $4.0 million in 2000 and $2.9 million in
1999. The provision and underlying allowance
for loan losses is quantified through a series
of objective measures, economic indications,
and estimated levels of anticipated losses
within various loan types that portray
inherent weaknesses.

The current year provision of $5.1 million
increased by $1.1 million from 2000 in response
to current economic conditions that suggest,
through statistically compiled industry analysis,
an increase in national charge-off trends.

Additionally, due to the substantial increase in

loan volume, allowance for loan losses was
increased through provisions to maintain
reserves at levels reflecting historical loss rates.
The 2000 provision for loan losses of $4.0 million
was elevated in comparison to 1999, primarily
due to adjustments to the net realizable value of
two commercial accounts that were
in various stages of resolution, as well as,
substantial increases in outstanding loan
balances at December 31, 2000, in comparison
to the volume of loans outstanding at December
31, 1999. See further discussion under

“Allowance For Loan Losses” on Page 18.

Non-interest Income

Non-interest income primarily consists of
fiduciary income on trust services, service
charges on deposit accounts and income derived
from the origination and sale of mortgages. The
largest contributors to the current year increase in

non-interestincome were the origination and sale

Wide Area Network

FEB’s-majer infrastructure upgrade facilitates faster, more Secure and efficient
communications: This-imptementation-has-provided-us-with-bettermanagement of our

technical resources via a central control.
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Tax equivalent net interest income
(Amounts in thousands)

54,001

49,870
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of mortgages through United First Mortgage, Inc.

Fiduciary revenues and the effective utilization of the Company’s new

(Amounts in thousands) and restructured deposit product set, including

B “Overdraft Honor™”, UFM, acquired in the latter
part of 1999 and in the second full year of
operations as a subsidiary of First Community’s
banking subsidiary, generated a $4.9 million

increase in other income in comparison to the

1,678 1,682

prior year. Non-interest income totaled $20.3
million in 2001, a $7.8 million increase or 62.3%
over the $12.5 million recognized in 2000 and a
$9.6 million or 88.9% increase over the 1999 total
of $10.7 million. Additionally, the increase in
service charges on deposit accounts, primarily
attributed to the “Overdraft Honor™” deposit
account program, generated an additional $2.0
million in non-interest income in 2001.

The increase in total non-interest income in

2000 of $1.8 million in comparison to 1999 was

driven by the impact of the fee income generated

Pictured: Brian Broyles
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by UFM. UFM added an additional $3.4 million in
revenues in 2000 versus 1999. When excluding
the impact of the aforementioned $1.8 million
gain recorded in 1999, recurring non-interest
revenues increased by $3.6 million or 33.6%
during 2000.

Fiduciary income totaled $1.8 million in both
2001 and 2000 versus $2.1 million in 1999. The
level of trust and estate revenues remained
consistent in 2001 even though the total market
value of the assets managed declined in
conjunction with weaker valuations in the broad
equity markets. The primary reason for the
variance between 2001 and 2000 revenues
versus 1999 was the difference in the number and
size of estates administered in the respective
years. The volume of revenue generated from
sources such as trust estate and asset
management services is highly dependent upon

the corresponding assets under management

AS400 Upgrade

The AS4e0 upgradefincreases our ability to-support-growth-of the FCB-franchise. By taking advantage
of the-system’s-advanced-capabilities; the-deor-is-left-open-for-other-beneficiat technotogies:

and can be cyclical in nature. Trust revenues, as
described above, are comprised of fees for asset
management and estate settlement. Expenses
associated with the operation of the Trust and
Financial Services Division are included in non-
interest expense.

Service charges on deposit accounts are one of
the largest sources of noninterest income. Service
charge income totaled $5.97 million in 2001, an
increase of $1.96 million or 48.9% over 2000. The
current year increase is largely attributed to a
program developed for well managed demand
deposit accounts, “Overdraft Honor™,” that allows
the customer greater flexibility in managing
overdrafts to their accounts. As a result of this
program, approximately $4.6 million in deposit
account charges were recorded in 2001 in contrast
to the $2.6 million recorded in 2000. The
aforementioned deposit account program was

introduced in the latter part of 2000 and is the




primary reason for the recognition of $4.0 million
in service charges on deposit accounts recorded
in 2000, an increase of $0.4 million, or 10.0%
from 1999.

Other service charges, commissions and fees
increased slightly by $74,000 in 2001 versus
2000. This increase was primarily a result of the
increasing customer base serviced due to both
acquisitions of new branches and a general
increase in customer accounts experienced at
existing bank branches. Other service charges,
commissions and fees increased by $0.3 million

or 24.3% in 2000 versus 1999.

Non-interest Expense

Non-interest expenses consist of salaries and
benefits, occupancy, equipment and all other
operating expense incurred by the Company.
Non-interest expense totaled $38.0 million in
2001, compared with $31.0 million and $275

million in 2000 and 1999, respectively. The

increase in non-interest expense in 2001 of $7.0
million relates, in part, to the increase in
operational costs experienced by UFM as a result
of the substantial increase in production and the
addition of new branches during the year.
Operating costs at UFM increased by $3.1 million
over the prior year. This increase is largely related
to the variable operating cost of commissions and
brokerage fees incurred in connection with the
increase in production levels. Additionally,
operating cost increases were experienced in
relation to the full-year operations of new
branches acquired in the Citizens Southern Bank
acquisition (approximately $0.9 million), as well
as the opening of the new branch in Athens, West
Virginia ($168,000), and the acquisition of four
branches from BB&T and F&M in December 2001.
Other increases include the cost of consolidating
the Company’s customer databases and

substantial marketing campaigns undertaken in

Resource—FCB Online Banking

With the Resource—FCB Online Banking, eustomers ean.take-advantage of fast,-convenient-banking-anytime
and-anywhere they-choose:First Community Bank’s-online-banking-service-utilizes image technotogy to-provide
more feature functionality than most .competing products.

2001. The $3.5 million increase in non-interest
expense in 2000 relates largely to the impact of a
full year's operation of UFM, acquired in
September 1999, and the two months of
operation of Citizens. UFM and Citizens
contributed additional operating costs of
$3.8 million and $144,000, respectively, in
comparison to the 1999 year. During 2000,
reductions of approximately $440,000 were
achieved in the existing banking operations
through the utilization of newer equipment and
cost reductions achieved due to the sale of a
portion of other real estate owned and under-
utilized banking facilities.

Salaries and employee benefits increased
$3.8 million, or 23.6%, between 2000 and 2001,
and $2.9 million in comparing 2000 to 1999. The
current year increase relates largely to the
expenses of UFM operations and its significant

increase in production in 2001. Salary and
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benefit costs increased by $1.9 million as a result
Net overhead ratio (%) of these increases in production levels during the
current year. The addition of the Citizens’
branches, which added $625,000 in salary and
benefit cost to the current year as a result of the
first full year of operations of these facilities as
well as a general increase in staffing levels of the
bank to support the growth of the Company.
During 2000, the effect of the full year of
operations of UFM and three months of
operations of Citizens added an additional $2.7
million and $90,000, respectively, in additional
personnel cost.

Occupancy expense increased $133,000 or
5.4% between 2000 and 2001 and $350,000 or
16.4% between 1999 and 2000. The current year
increase relates to the full year maintenance of

the additional branch facilities of Citizens as well

as a general level of increased maintenance cost
throughout the banking facilities of FCBNA

better fit our growth|strategy.

Pictured: Dawn Williams
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Branch Capture

First-Community-Bank’s-braneh eapture-has-allowed-foracquisitions-that are not geegraphically contiguous to-our-existing branches.

($85,000) and UFM ($45,000). The $350,000
increase between 1999 and 2000 is primarily
attributed to the acquisition of UFM in 1999 which
resulted in an increase of $270,000. The prior
year also was impacted by two months of
operations of Citizens and existing facility cost
increases of approximately $80,000.

Furniture and equipment cost increased
$116,000 or 6.8% as the Company continued to
invest in the development of its technology
infrastructure. The prior year costs declined by
$45,000 in comparison to 1999. Both years reflect
the reduced maintenance cost on newer
equipment that has been added over the last
several years and new technology utilized in
check processing.

The Company’s net overhead ratio (non-
interest expense less non-interest income
excluding security gains and non-recurring gains

divided by average earning assets) is a measure

of its ability to manage and control costs. As
this ratio decreases, more of the net interest
income earned is realized as net income. The net
overhead ratios for 2001, 2000 and 1999
were 1.39%, 1.64% and 1.96%, respectively.
Improvements in 2001 and 2000 ratios reflect
substantial increases in non-interest revenues
associated with UFM and the Company’s
restructured product set.

The Company’s efficiency ratio also measures
management’s ability to control costs and
maximize net revenues. The efficiency ratio is
computed by dividing non-interest expense by
the sum of net-interest income plus non-interest
income (all non-recurring items and amortization
of intangibles are excluded). The efficiency ratios
for 2001, 2000 and 1999 were 47.8%, 45.8% and
44.2%, respectively. The increase in the current
and prior year is reflective of the higher operating

costs incurred by UFM in the development of a

Branch'capturemakes-it-poessible-for FEB-to-operationally-assimilate-acquisitions-using-the-technology-and-capacity-of imageprocessing
systems. This technology provides FCB with limitless expansion potential, and gives us the opportunity to target geographical areas that
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new wholesale division which began production
in the latter part of 2000, as well as the Bank’s
addition of new branch facilities, including the
Citizens branches acquired in the latter part of
2000, the BB&T and F&M branches acquired in
December 2001, and the recently constructed

branch facility in Athens, West Virginia.

Income Tax Expense

Income tax expense totaled $8.4 million in
2001, compared with $7.1 million in 2000 and
$7.8 million in 1999. The $1.3 million increase
between 2000 and 2001 is reflective of the higher
level of pre-tax earnings and the earnings
contribution from UFM. Pre-tax earnings
increased $3.7 million between 2000 and 2001.
The slight decrease in the prioryear is reflective of
an increased level of tax-exempt earnings
generated from state and municipal bonds within
the Company’s investment portfolio. This change
is reflective of the general increase in the sector
distribution of investments into tax-exempt
municipal securities and the development of tax
strategies that have enabled further reductions in
taxable earnings.

The major difference between the statutory
tax rate and the effective tax rate (income tax
expense divided by pre-tax book income) results
from income not taxable for Federal income tax
purposes. The primary category of non-taxable

income is that of state and municipal securities

and industrial revenue bonds and tax-free
loans. The effective tax rate for 2001 was
30.5% as compared with 29.3% for 2000 and

31.6% in 1999.

Securities Held to Maturity

Investment securities held to maturity are
comprised largely of U.S. Agency obligations
and state and municipal bonds. U.S. Agency
obligations include securities issued by various
government corporations and agencies,
including Federal Home Loan Bank (FHLB),
Federal National Mortgage Association (FNMA),
Government National Mortgage Association
(GNMA), and Federal Home Loan Mortgage
Corporation (FHLMC).

Obligations of state and political subdivisions,
which represent the largest portion of the held to
maturity portfolio, totaled $39.8 million at
December 31, 2001. These are comprised of high-
grade municipal securities generally carrying AAA
bond ratings, most of which also carry credit
enhancement insurance by major insurers of
investment obligations. The average final
maturity of the investment portfolio increased
from 8.92 years in 2000 to 9.79 years in 2001 with
the tax equivalent yield increasing from 8.54% at
year-end 2000 to 8.59% at the close of 2001. The
average maturity of the investment portfolio,

based on market assumptions for prepayment, is

reduced to 4.2 years and 4.5 years at December
2001 and 2000, respectively.

The held to maturity investment portfolio of
$41.9 million decreased by $33.9 million between
2000 and 2001. This decrease is primarily the
result of the reclassification of $32.5 million of
securities previously accounted for in the held to
maturity portfolio to the available for sale
portfolio at market value, as permitted upon
adopting Financial Accounting Standards Board
(FASB) Statement 133, Accounting for Derivative
Instruments and Hedging Activities, on January 1,
2001. The net cash flow generated by the portfolio
during 2001 was invested in new loans as a result
of the higher level of loan demand experienced in

the current year.

Securities Available for Sale

Securities available for sale are used as part of
management’s asset/liability strate